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REVIEW OF THE SECOND QUARTER OF THE YEAR 



CHARLES J. BULLOCK 



THE opening quarter of 1921 was characterized by 
general depression and continued liquidation in 
most lines of trade; but it brought a turn of the tide 
in a few industries, like textiles and boots and shoes, 
which had been among the first to readjust themselves 
to changed conditions, and it saw a slackening of the 
precipitate drop of wholesale commodity prices. April 
witnessed some revival of speculative activity accom- 
panied with an increased volume of trade in some other 
lines, which, however, proved later to be largely of a 
seasonal character. Upon the whole, the developments 
of that month were distinctly encouraging; but May 
and June brought reversals of the upward trend in 
various industries, renewed liquidation in security mar- 
kets, and a generally pessimistic sentiment which at 
times became decidedly, although somewhat vaguely, 
apprehensive. Upon the whole, the second quarter of 
192 1 disappointed the expectations which were enter- 
tained quite generally early last April. 

The bad developments, which almost monopolized 
attention in May and June, were greater depression in 
the iron and steel industry; decreased activity in the 
automobile trade; unsettlement of the foreign ex- 
changes; a sharp decline of exports; recessions of 
prices of oil, hides, leather, grain, live stock, and various 
non-ferrous metals, some of which had previously 
seemed to have reached a point of stabilization; in- 
creased unemployment in most sections of the United 
States; and renewed liquidation in securities which 
brought new low levels in the prices of both railroad and 
industrial stocks. The causes of these unsatisfactory 
conditions were partly of domestic origin and partly 
foreign. The chief of them seem to be: (a) the partial 
dislocation of international trade and finance, (b) the 
unequal readjustment of prices and production in 
different branches of industry, and (c) persistent money 
strain. Most of the contributing factors to the trade 
depression of the second quarter either admit of re- 
duction to these terms, or, in one way ' or another, 
derive their importance very largely from conditions 
produced by the three fundamental causes. 

The dislocation of international trade and finance 
results, firstly, from Europe's temporary inability to 
purchase her accustomed amount of the products of 
the rest of the world; and, secondly, from the fact 
that various European countries are heavily in debt to 
the United States, while, as the result of the reparations 
settlement, Germany is heavily indebted to various 
other European countries. Even if the war had not 
left this troublesome legacy of enormous international 
debts which never could have come into existence under 
normal conditions, the temporary reduction of Eu- 
rope's purchasing power would have disturbed seriously 
the international exchanges; but the cumulative ef- 



fects of the two factors have produced a situation 
which will cause constant trouble for many years 
unless, as now seems unlikely, it is relieved by a major 
operation of financial surgery. 

The year 1920 saw a marked increase of exports from 
Great Britain, France, and Italy, indicative of improved 
economic conditions and a gradual restoration of ability 
to pay for foreign imports. So far during 192 1 the re- 
ported value of exports has not increased, and in Eng- 
land, on account of labor difficulties, it has rather sharply 
declined. Lower export prices undoubtedly account in 
some measure for this result, but the rate of improve- 
ment since the end of the war has been discouragingly 
slow. Upon the whole, Europe is not yet able to trade 
with the rest of the world upon pre-war terms and is, 
therefore, still further from being in a position to meet 
her current obligations to the United States. 

The German reparation payments may tend in time 
to improve the international position of the countries 
that are to receive them, but their first effects have been 
to unsettle the foreign exchanges, the constant fluctu- 
ation of which already constituted a serious embarrass- 
ment to the trade of the world. In June the decline 
of European rates of exchange due to Germany's pur- 
chases of dollar exchange tended to cause unsettlement 
and reacted unfavorably upon our export trade. In 
the course of time, as things become adjusted to con- 
tinuing reparation payments, the periodical settlements 
may be effected with less disturbance than was caused 
at the start. But it is clear that the mechanism of in- 
ternational exchange, which has not yet begun to 
function normally, will hereafter be subject to a new 
disturbing influence the effect of which will be far- 
reaching. All this was to be expected, as the history of 
the French indemnity in 1871 abundantly proved. 
But since the whole matter of reparations involved so 
much uncertainty, it had not been taken definitely into 
account; and it, therefore, produced a marked effect 
upon business sentiment during the last of May and the 
early part of June. 

Turning to the disturbing factors of domestic origin, 
it is clear that the continued depression of the second 
quarter was due in considerable part to the slow and 
uneven progress of liquidation in different lines of trade. 
Reduction of excessive stocks of goods in several lines 
went on slowly, the writing down of inventories con- 
tinued, and floating indebtedness was in numerous 
cases converted into funded debt thereby reducing 
current obligations. These things tended, of course, 
to improve the general situation, but did not make for 
cheerfulness while they were going on since they meant 
the acceptance of the fact of heavy losses or occasioned 
a continued demand for capital. We still have a 
situation in which many commodity prices are out of 
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proper adjustment. Prices of agricultural products, 
live stock, and various basic materials have fallen 
very sharply; but some manufactured goods remain 
upon a relatively high level, and retail prices, which 
must be based upon the cost of manufactured products, 
seem very high to persons whose own products have 
fallen to a relatively low level. This means that the 
purchasing power of large classes of our population has 
been greatly reduced, and constitutes a formidable ob- 
stacle to a general revival of industry. The situation 
will right itself in time, but it is one of the things that 
have contributed to the depression that marked the 
second quarter of the year. Another cause of continued 
unsettlement has been the slowness of Congress to dis- 
pose of pending tariff and taxation legislation; Busi- 
ness men do not yet know what taxes they will have to 
pay in respect of the year 1921, and, indeed, have as 
yet no assurance that there will be any change for the 
better. Revisions of the tariff always tend to create a 
period of uncertainty and, therefore, of waiting. This 
year we have had so many other troubles that this has 
been a factor of minor importance, but it must be taken 
into account in any estimate of the industrial conditions 
that have obtained in recent months. 

Perhaps the chief of our domestic difficulties has been 
the growing realization that, whatever may develop in 
connection with rates for short-time loans, our supply 
of capital for permanent investments will for some time 
to come be inadequate for all the requirements of the 
situation. Even though money rates have become 
easier and still lower rates may be in prospect, perma- 
nent financing of business or construction on govern- 
ments continues to be effected at rates which are very 
high and seem still higher to a business community 
which has been for a generation accustomed to obtain 
capital at 5 per cent or less and to regard 6 per cent as a 
panic rate. According to the best estimate we have been 
able to make (The Review of Economic Statistics, 
May, iQ2i,pp. 98-102), the total security issues in the 
United States prior to the war had ordinarily approx- 
imated the figure of $3,000,000,000 a year, of which 
about one-third consisted of unreported corporate 
financing and the remaining two-thirds comprised the 
total reported railroad, traction, industrial, and gov- 
ernmental issues. During the war, by the easy process 
of inflation, the total of security issues was raised to the 
impressive figure of $15,000,000,000; but by 1920 it had 
receded to $6,000,000,000, and during the current year 
is likely to run to some such figure as $5,000,000,000. 
At any rate, the total of the reported issues for the 
first half of 192 1 is around $2,000,000,000. Even if the 
figure of $5,000,000,000 is ten billions less than the total 
of the issues at the peak of inflation, it is two billions 
more than the figures for ordinary years before the war. 
With the volume of new financing running two billions, 
or 66 per cent, above the pre-war figures, we find that 
every dollar of available capital is instantly absorbed 
and that there is an urgent demand for more, which 
will certainly continue for a considerable time to come. 



These figures give us a rough measure of the existing 
strain upon the capital supply of the United States. 

But along with all the difficulties and disappoint- 
ments of the second quarter there were a number of 
favorable developments which the pessimistic sentiment 
prevailing in May and June prevented from receiving 
the consideration they deserved. In the first place, the 
European outlook has continued to improve, and, upon 
the whole, is vastly better today than it has been at any 
time since the armistice. It means much that food ra- 
tioning has been abandoned in most countries, and 
within a few months will probably terminate everywhere 
except in Austria. It means still more that except in 
Silesia peace now obtains in Europe and that the Silesian 
problem, while very difficult, is far less menacing than 
the war which raged in Poland last summer. Most im- 
portant of all is the fact that agreement has been reached 
upon German reparation payments and that Germany 
now appears to be undertaking to fulfil this agreement in 
good faith. The settlement of the labor troubles which 
menaced the political stability and retarded the eco- 
nomic recovery of Great Britain is another significant 
and constructive development. Since the return of nor- 
mal trade conditions throughout the world depends 
fundamentally upon the restoration of normal condi- 
tions in Europe, the great progress which has been made 
during the second quarter is an important factor on the 
constructive side, the beneficial effects of which will be- 
come increasingly evident as time goes on. 

The second favorable development is that there is 
increasing evidence that commodity prices, especially 
foodstuffs and raw materials, are becoming stabilized. 
Early in the year it became clear that the precipitate de- 
cline of wholesale prices which characterized the last 
half of 1920 was coming to an end. Then followed some 
months of moderate price recessions, and in June Brad- 
street's index of wholesale prices, which in times past 
has been the first to register the turn of the tide, showed 
an increase of one per cent, the first increase recorded in 
fourteen months. British prices indicate the same gen- 
eral trend. B eginning with moderate recessions in April 
and May 1920, the Economist's index fell with consider- 
able precipitancy until March 1921, since which time it 
has registered very moderate declines which have aver- 
aged about 15 per cent during the last four months. In 
England, as in the United States, manufactured prod- 
ucts have contributed chiefly to the recent price reces- 
sions; while basic materials, which were the first to 
decline, have shown only slight changes. In France, 
where inflation had gone much further than in England 
or the United States, wholesale prices continued to fall 
sharply during the first five months of the year; but the 
decrease recorded in June was only 2 per cent. In that 
country also the greatest recession since last December 
has been in the group representing manufactured goods. 
Liquidation is not yet complete because there are vari- 
ous maladjustments of prices which must be remedied, 
but it is probable at the time of writing that the present 
wave of commodity liquidation has about spent its force 
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and that, in the absence of further untoward develop- 
ments, prices have nearly reached a level at which busi- 
ness can again proceed with considerable confidence. 

The third constructive factor is the improved outlook 
for American railroads. After a bad winter and early 
spring both gross and net earnings have begun to 
increase, and the reductions in wages that became 
operative on the first of July probably insure further im- 
provement. With a fair settlement of the claims of the 
railroads against the government and the funding of the 
debt due the government, it is reasonable to conclude 
that this important industry will have turned the corner 
and that the general business situation will be greatly 
benefited by the rehabilitation of railroad finances. 

The favorable European outlook, the approach of 
stabilization of wholesale prices, and the restoration of 
our railroads to a state of solvency have been the most 
important favorable developments of recent months. 
Their beneficial effects could not be immediate and 
therefore, did not help business conditions or sentiment 
during the second quarter; but they should have a de- 
cided influence upon the course of business during the 
rest of the year. 

General trade conditions during the spring and early 
summer have shown diverse trends, favorable and un- 
favorable, which make it difficult to estimate the general 
movement. The iron and steel industry, which has been 
slow to readjust its prices, was marked by continued and 
even increasing dullness; while textiles, which had been 
pretty thoroughly liquidated by the first of the year, 
exhibited, upon the whole, increasing activity. Unem- 
ployment seems to have increased, at least until very 
recently, in most localities; but retail trade, in spite of 
some temporary slackening, has in the main shown a 
large volume of distribution even though at reduced 
prices. The mail order houses, which feel the full effect 
of depression in agricultural districts, naturally report 
decreased sales. Building construction is still below nor- 
mal; but it appears to have increased, factory and other 
business construction showing a decline but dwelling 
houses showing a marked increase. Both bank clearings 
and the volume of freight traffic indicated by June some 
increase of business as compared with the early spring, 
but it is necessary to make allowance here for seasonal 
influences, so that it would be premature to conclude 
that the data show a definitive upward trend of general 
business. Examination of all the evidence seems to in- 
dicate that the low point of business activity was 
reached in the spring months, but conditions exhibit suf- 
ficient diversity and require so much allowance for sea- 
sonal factors that it is too soon to form more than a 
tentative conclusion. 

We have now reached what is ordinarily termed the 
period of midsummer dullness, and without doubt a con- 
siderable increase of business activity is hardly to be 
expected before fall; but it is noteworthy that since the 
first of July current developments have shown a balance 
on the favorable side and that the profound pessimism 
of June has largely disappeared. Conditions do not 



warrant the expectation of marked improvement in the 
immediate future, but seasonal dullness during the sum- 
mer is not inconsistent with a constant improvement of 
underlying factors operating on the constructive side. 

One of the important readjustments of the past year 
has been that which has occurred in our foreign trade. 
The unbalanced condition left by the war continued 
longer than could well have been anticipated. The peak 
of merchandise exports was not reached until March 
1920, when the figures attained the imposing total of 819 
millions, and the excess of exports culminated only last 
December when it stood at 454 millions. Since last fall 
the change has been spectacular, exports having declined 
to 330 millions in May 192 1, when the excess of exports 
over imports had fallen to 125 millions. June showed a 
very slight increase in both figures. The decline of the 
monthly volume of exports from 819 millions to 330 in 
the course of fourteen months and the drop of the export 
balance from 454 millions to 125 in the course of five 
months, were changes even more precipitate than the 
decline of commodity prices, and contributed greatly 
to the depression in many lines of industry. Imports 
reached their high point in June 1920, when they were 
valued at 552 millions, which is to be compared with the 
figure of 198 millions for June 192 1. Of course, the 
shrinkage in both exports and imports is due in consider- 
able part to the decline of prices; but it has meant, none 
the less, a substantial decrease in the volume of foreign 
trade. While such trade is in the aggregate only a small 
percentage of the total business of the country, it is a 
vital factor in the prosperity of agricultural, mineral, 
and some of our manufacturing industries; and it con- 
tributes materially to the few per cent more or the few 
per cent less which make the difference between good 
and bad times. At critical points in our past financial 
history a marked increase or decrease in the value of 
agricultural exports, for example, has sufficed to turn 
the trend of business sharply upward or decisively down- 
ward; and, as things stand today, the immediate future 
of agricultural and some other basic industries will be 
profoundly influenced by conditions of foreign demand. 

Speculation has already begun, therefore, as to 
whether the decline of exports has about run its course 
and whether imports will not before long begin to show 
an upward trend. From 819 millions to 330 is certainly 
a decline of such magnitude as to suggest that export 
trade has nearly touched bottom, and the fact that we 
are now a creditor nation implies that presently we must 
begin to receive an increased quantity of imports. It 
has to be considered, however, that in comparison with 
pre-war figures the value of exports and imports alike is 
still fairly high. Thus in 19 13 the average monthly 
value of exports was 207 millions which is to be com- 
pared with the figure of 340 millions for June 1921, while 
the monthly value of imports in the year mentioned was 
149 millions as against 198 millions last June. Even 
after allowing for changes in prices, it remains true that 
the present volume of trade is not small and is, perhaps, 
not very different from that of 1913. 
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The most important consideration, however, is that 
the balance of exports is still larger than it would be if 
the rest of the world were paying us what it owes us an- 
nually upon all accounts; indeed, it is doubtful whether, 
if Europe were paying its way, there would be any excess 
of exports whatever. Either by an increase of imports 
or a decrease of exports further readjustment lies ahead 
of our foreign trade, except to the extent that it may be 
deferred by continued loans or the export of capital in 
permanent forms. That a large amount of readjust- 
ment has already been affected is shown by the fact that 
the excess of exports declined from $1,228,000,000 in the 
last quarter of 1920 to $855,000,000 in the first quarter 
of 1921, and to $352,000,000 during the quarter ending 
in June. In considering the future it is necessary to 
bear in mind that a higher tariff will make an increase of 
imports more difficult, and that, if German reparation 
payments continue to depress foreign exchanges, they 
will interfere with exports. 

The whole foreign trade situation is still abnormal, 
confusing, and subject to constant change. We are in- 
creasing the tariff at a time when imports would natu- 
rally tend to increase relatively to exports, fluctuating 
exchange rates have recently tended to decrease ex- 
ports, and both public and private agencies are being 
created to lend money to finance our export trade. We 
normally imported capital before the war, and are 
now called upon to export it on a very considerable 
scale. The fundamental difficulty is that foreign coun- 
tries, chiefly European, are not yet able to pay us what 
they owe us on merchandise and other accounts, or even 
to purchase commodities which they greatly need. This 
situation is improving; but it will cause trouble for some 
time to come, and it necessitates making foreign loans 
which have increased at an uncomfortable time the de- 
mand for American capital. The reduction of our quar- 
terly export balance from 1,228 millions to 352 millions 
during the last nine months supplies a forcible corrective 



of an impossible situation, but has not yet restored our 
foreign trade to a state of equilibrium. 

Continued improvement in the banking situation 
results naturally from continued liquidation. Between 
the 7th *of January and the 6th of July the total loans 
and investments of the reporting member banks, includ- 
ing bills rediscounted with the federal reserve banks, 
decreased from $16,603,000,000 to $15,195,000,000, 
while their bills rediscounted with the reserve banks 
declined from $1,454,000,000 to $893,000,000. Mean- 
while the reserves of the federal reserve banks increased 
from $2,277,000,000 to $2,631,000,000; while their net 
deposits declined from $1,634,000,000 to $1,595,000,000 
and their notes in actual circulation decreased from 
$3,270,000,000 to $2,672,000,000. The result was that 
the reserve ratio of the reserve banks increased from 
46.4 per cent on January 7th to 60.0 per cent on July 
6th, while it has since risen to 62.5 per cent on July 20th. 
These conditions have been reflected in lower discount 
rates and easier rates on commercial paper, but money 
has not yet showed such a decline as would normally be 
expected after fifteen or sixteen months of liquidation. 
The relatively high level at which the money curve 
stood in our index of business conditions in June results 
from the magnitude of the readjustments which have 
had to be effected, and indicates that numerous prob- 
lems are yet unsolved. Instead of being required to 
finance only our own requirements under conditions 
which permit us to call upon Europe for assistance when 
necessary, as was the case a few years ago, we are now 
compelled to assume a large share of the burden of re- 
storing the waste and devastation wrought by the great- 
est of all wars. This has prolonged the industrial 
depression and will tend to retard recovery; but con- 
ditions are clearly mending both at home and abroad, 
and it is reasonable to expect that the last half of 1921 
will record a definite, though perhaps a moderate im- 
provement. 



